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EDITORIAL
In several recent issues of The Journal
“Firm-Name” Legisla
of
Accountancy, we have referred to a
tion Opposed
movement in certain states toward the
enactment of legislation which would prevent the use of firm
names by accountants except when every name in the firm repre
sents an actual living and resident partner. The obvious unfair
ness of such an attempt to restrict the practice of accountancy
evidently is deplored by representative members of the profession,
for we find that at the semi-annual meeting of the council of the
American Institute of Accountants, held in New York, April 13,
1936, the committee on state legislation presented a resolution op
posing legislation of this sort. The text of the resolution was
quite clear and emphatic in its opposition, and it is noteworthy
that it was passed without a single dissenting vote by men who
had come from all sections of the country, from Massachusetts to
California and from the north to the extreme south. The text
follows:

Whereas bills have recently been introduced in state legislatures
which would make it unlawful for public accounting firms to
practise under firm names which include names of individuals
other than those active in the firms, and
Whereas there is no known general public need or demand for
such legislation, and
Whereas the effect of such legislation would be to prohibit the
following by public accountants of a procedure as to firm
names which is followed in other professions and by business
firms and which in some cases is specifically permitted by
statute, and
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“Whereas such legislation would require many changes in firm
names, might result in inconsistent requirements in neighboring
states and would add to the burdens of business concerns and
others who use public accountants’ reports and would tend to
lessen their respect and esteem for the accounting profession,
“Be it resolved that the council of the American Institute of Ac
countants is of the opinion that so-called ‘firm name’ legisla
tion of the type hereinbefore described is not needed and that if
enacted it would be detrimental to the best interests of the ac
counting profession and of the business public.”

The sentiment of accountants against
the practice of competitive bidding for
municipal or other work is so wide
spread and so fundamental that some of the less conspicuous
evils of the custom are sometimes overlooked. One of the per
nicious effects of bidding is due to the probability that those who
bid may be the least competent—even perhaps the least honest—
and the tendency of uninformed city fathers is to accept the lowest
bid, irrespective of the personality or reputation of the bidder.
We have received from a correspondent a letter describing the
fate of one city far from New York. In that city there are prob
ably dozens of accountants and most of them are competent and
of high standing. The local government called for bids for the
audit of the city’s books, but the great majority of accountants
neglected or refused to reply in any way. Two bids were sub
mitted, one of them considerably more than twice the amount of
the lower bid. The city accepted the lower bid. We find, there
fore, that in a community in which there is an abundance of ac
counting ability, the city’s own affairs are subjected to audit by an
accountant who is probably not the leader of his profession in that
locality. When most accountants refuse to bid one is naturally
skeptical of the ethical standards of a minority which consents to
bid, and when of the bidders one quotes a fee far less than half of
the other bid, one may be forgiven a little uncertainty as to the
value of the work which the selected bidder will do. This incident
occurred in a city of great importance, and it does not speak well
for the mentality or the discernment of those who have the con
trol of local government that they should disregard the interests
of the entire community and award, solely on the basis of cheap
ness, the highly important duty of investigating the state of the
city’s finances and reporting to the people. Here, if ever, was a
case of calling for bids which carried its own condemnation with it.
322
By-products of
Bidding

Editorial

Twenty or thirty years ago there were a
Professional Classifica
tion of Accountancy few obtuse persons who still felt that ac
countancy was not a profession. Some
of them described themselves as accountants, but they main
tained that accountancy was simply a business matter and should
be conducted like the sale of food or clothing or commodities.
Gradually however, this misconception of the true nature of
accountancy has faded away and among business men and the
public generally accountancy is recognized as one of the great
professions. It is interesting to watch the development of ac
countancy’s prestige. For example, in a recent case in Hawaii,
Judge Albert M. Christy, in the circuit court, held that under the
terms of the so-called territorial gross tax law, professional men
such as certified public accountants, architects, engineers, survey
ors and dentists are not subject to the higher tax rate of
but are subject merely to the lower levy of one half of one per cent.
This decision affected five test actions brought against the tax
commissioner of the territory by a firm of accountants, an archi
tect, a firm of surveyors, a civil engineer and a dentist. It is
difficult to believe that any other decision could have been
rendered, but it is of interest nevertheless to record that the
decision supported the contention of representatives of five
important groups of professional men.
One would scarcely expect to find any
element of joy or amusement in hearings
conducted by committees on such dole
ful subjects as tax bills, yet occasionally one who has the will and
the ability to read between the lines can derive a serene delight
from the very absurdity of the proposals made and the considera
tion accorded them. As an illustration of the difficulties which
confront the makers of laws, it is interesting to consider the
report of a committee appointed by Winston Churchill when he
was chancellor of the exchequer of Great Britain. After eight
years of work, the report, published on April 7th, concludes that
“it is a vain hope to codify the income-tax law so that the layman
can easily understand it.” For example the committee discovers
that the one word “assessment” is used in eight different senses in
tax legislation. “The actual language in which many provisions
are framed,” the committee said, “is so intricate and obscure as to
be frankly unintelligible. Probably no chapter in our legislation
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has incurred more condemnation from the judiciary for drafting
imperfections.” Now if this be the sad state of affairs in Great
Britain with its many years of experience and its really sincere
efforts to draft and enact intelligible tax laws, how can we expect
utter clarity in our own somewhat befuddled congress. The
average American legislator is much more picturesque than his
British fellow, but we must admit that for earnest and painstaking
effort the representatives of the British people excel. And yet
even they can not make a tax law so simple that he who reads may
understand. For exemplification of the maze of confusion which
bewilders our legislators, let us turn to the report of hearings on
the revenue bill of 1936, where we shall find that it was seriously
proposed, for the purpose of simplification, to present an algebraic
formula as a basis for income-tax computations. Every reader
of The Journal of Accountancy will see at once that pro
viding the man in the street with an algebraic formula will
make the preparation of income-tax returns an almost ecstatic
delight. It will be so simple. We shall be able to do away with
the old fashioned arithmetic, which no one understands any way,
and deal with the matter with the aid of algebra, hand maid of the
masses.

The report of a subcommittee of the
To Compute a Tax on
Undistributed Income committee on ways and means dated
March 26, 1936, proposed a tax on un
distributed income of corporations and set forth proposed sched
ules for computation of a tax graduated according to percentage of
corporate net income which was undistributed. The rate of tax
proposed would be determinable after the undistributed net
income was first known and the amount of the undistributed net
income was determinable only after the amount of the tax had
first been deducted. It has been suggested by certain malicious
souls that in the schedules prepared for consideration of congress,
a rather ingenious attempt is made to disguise extraordinarily
heavy rates of taxation and to mislead the public into believing
that the taxes proposed would not really be confiscatory. How
ever that may be, the subcommittee’s recommendations were as
follows:
For the purpose of the schedules hereinafter recommended the
term “adjusted net income” means the net income (see recom
mendation No. XV relating to intercorporate dividends) less the
324
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credit allowed by section 26 of the revenue act of 1934 (relating to
interest on liberty bonds and interest on obligations of govern
ment corporations).
The term “undistributed net income” means the adjusted net
income minus the sum of:
(1) Taxable dividends paid during the period beginning on the
expiration of 2½ months after the beginning of the taxable year
and ending on the expiration of 2½ months after the close of the
taxable year (see recommendations Nos. XI, XIII, XIV, and
XVIII); and
(2) The tax computed under the schedules contained in this
recommendation.
The schedules proposed are as follows:

Schedule I
CORPORATIONS WITH ADJUSTED NET INCOME OF $10,000 OR LESS

If there is no undistributed net income, there shall be no tax on
the adjusted net income.
If the undistributed net income is 10% of the adjusted net
income, the rate of tax on the adjusted net income shall be 1%.
If the undistributed net income is 20% of the adjusted net
income, the rate of tax on the adjusted net income shall be 3½%.
If the undistributed net income is 30% of the adjusted net
income, the rate of tax on the adjusted net income shall be 7½%.
If the undistributed net income is 40% of the adjusted net
income, the rate of tax on the adjusted net income shall be 13%.
If the undistributed net income is 50% of the adjusted net
income, the rate of tax on the adjusted net income shall be 18½%.
If the undistributed net income is 60% of the adjusted net
income, the rate of tax on the adjusted net income shall be 24%.
If the undistributed net income is 70% of the adjusted net
income, the rate of tax on the adjusted net income shall be 29½%.
If the undistributed net income is 70.3% of the adjusted net
income, the rate of tax on the adjusted net income shall be
29.7%.

Schedule II
CORPORATIONS WITH ADJUSTED NET INCOMES OF MORE THAN
$10,000

If there is no undistributed net income, there shall be no tax on
the adjusted net income.
If the undistributed net income is 10% of the adjusted net
income, the rate of tax on the adjusted net income shall be 4%.
If the undistributed net income is 20% of the adjusted net
income, the rate of tax on the adjusted net income shall be 9%.
If the undistributed net income is 30% of the adjusted net
income, the rate of tax on the adjusted net income shall be 15%.
325
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If the undistributed net income is 40% of the adjusted net
income, the rate of tax on the adjusted net income shall be 25%.
If the undistributed net income is 50% of the adjusted net
income, the rate of tax on the adjusted net income shall be 35%.
If the undistributed net income is 57½% of the adjusted net
income, the rate of tax on the adjusted net income shall be
42½%.
If the percentage which the undistributed net income is of the
adjusted net income is not one of the percentages of the adjusted
net income shown in schedule I or II, then the rate of tax shall be
proportionate.
If the adjusted net income is more than $10,000 the tax, at the
option of the corporation, shall, in lieu of being computed under
schedule II, be computed by adding:
(1) A tax upon the adjusted net income computed under
schedule I; and
(2) A tax upon the amount of the adjusted net income in excess
of $10,000, at the rate in schedule II which would be applied if the
tax were being computed solely under such schedule.
This scheme of assessing the tax was
Simplification by Higher
enough
to terrify even the bravest heart.
Mathematics
But at the hearing before the ways and
means committee on April 7th it was stated that a formula had
been prepared by the statistician or the experts and had been pre
sented to the subcommittee, but was stricken out of its final re
port. Here is the formula:
If the percentage which the undistributed net income is of the adjusted net
income is not one of the percentages of the adjusted net income shown in sched
ule I or II, then the rate of tax shall be proportionate, being interpolated by the
straight-line method:
That is, by the formula
a—b
times (e — d) plus d
x=
c—b
where
x = rate of tax on adjusted net income;
a = per cent. of undistributed net income to adjusted net income;
b = bracket percentage next smaller than “a”;
c = bracket percentage next larger than "a”;
d = rate of tax on bracket next smaller than “a”; and
e = rate of tax on bracket next larger than “a”.
EXAMPLE

Adjusted net income.................................................................................
Undistributed net income........................................................................
(a) Percentage of undistributed net income to adjusted net income..
(b) Bracket percentage next smaller than 22%..................................
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$10,000
2,200
22%
20%
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(c)
(d)
(e)
(x)

Bracket percentage next larger than 22%.....................................
30%
Rate of tax on bracket next smaller than 22%............................
3.5%
Rate of tax on bracket next larger than 22%..............................
7.5%
Rate of tax on adjusted net income equals
22-20 times (7.5—3.5) plus 3.5; equals 2
times 4 plus 3.5;
30-20
10

equals
Tax = 4.3% of $10,000=..........................................................................

4.3%
$430

This formula, it will be observed, is applicable when the amount
of the undistributed net income is first known. It does not apply
in a situation where the amount of dividends is the known factor
and the undistributed net income is undetermined. It may
prove an interesting mathematical exercise for persons who like
mathematics to expand the formula to include: f equals per cent.
of dividends to adjusted net income; then making the proper sub
stitution for a—it seems that a equals 100, minus f, minus x—
develop the resulting formula for determining x. In ordinary
times it would be impossible to believe that congress might enact
a law which would require algebraic formulae for determination
of tax, but today—well, one never knows what a day may bring
forth in the fertile fields on Capitol Hill. At any rate, the
proposal lent an air of gayety and lightness to the proceedings.
Perhaps that was the intent, so that when the real blow falls, we
may better be able to withstand it and to smile.

A correspondent, who is a genuine
searcher after the unusual and a collec
tor of oddities, sends the following last
paragraph of an auditor’s comment upon the audit of a lifeinsurance company for the fiscal year ended December 31, 1935,
and signed by a certified public accountant, “I regard------ Life In
surance Company as one of the soundest in the insurance field and
also because it has a background of stability through every crisis
of the past 29 years.” This sort of thing is not what the word
“certificate” is generally considered to mean. It is a comment
which may be justified or may be quite unwarranted, but it
certainly has no value. Who cares what the auditor thinks of
the background of a company during crises of past years? The
reader of the audit report probably knows those facts as well as
the auditor. The ideal report of audit excludes all extraneous
matter.
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In the April issue of The Journal of
Confidential Relation Accountancy we commented upon an
ships in the Profes interesting case in which the surrogate
sions
of New York county decided that
working papers of an accountant were not subject to disposition
by will. In other words, they were the property of the account
ant but could not pass to any other person without the consent of
the client whose affairs were the subject of the working papers.
After death it would, of course, be impossible to obtain such con
sent. Therefore, the duty of the accountant’s heirs would be to
retain the working papers while there was any possibility that
they would be required to assist in the defense of any post-mortem
litigation and thereafter to destroy them, thus keeping the
sanctity of the confidential relationship between client and ac
countant. A subscriber who has been reading our comment sends
us a clipping from the New York Times, dated January 1, 1935,
from which we quote briefly: “Carrying out the ethics of his
profession, Dr. Francis X. Dercum in his will, made public today,
ordered burned the private case records of his patients, including
those of Woodrow Wilson. Dr. Dercum, who died last April, had
among his patients notable persons from many parts of the world.
He considered the records so confidential that they should never be
seen even by other physicians.” This report is interesting to ac
countants as it indicates the sentiment of one who was a prominent
member of another profession. The Hippocratic oath demands
that the practitioner of medicine shall never reveal the secrets
which come to him in the course of his medical practice. This
confidential relationship has continued from the days of Hippo
crates almost up to the present. Today, it is said that a few un
worthy followers have at times indulged in a rather blatant pub
licity which conflicts with the principle of the oath. The case is
analogous to that which was the subject of discussion in the April
issue. In both cases the professional man was the custodian of
absolutely personal information, which must never be made
known without the consent of the patient or the client.

The administrative branch of our na
tional government seems to be endeavor
ing to draw a line where none exists—a line between capital and
labor. There is an effort to set neighbor against neighbor, brother
against brother, on some unfledged theory that there is a point at
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which possession of goods or home or money becomes nefarious
and, on the other hand, that there is a point at which the lack of
these things becomes commendable. The haves and have-nots
are called by the utterly insignificant names of “capital” and
“labor.” Now what is labor? There may be a glass partition
between the shipping room where goods are packed and dis
patched and the room where the order to ship is entered and
passed out to the shipping department. At the other end of the
floor may be another room where we find on the door in small gold
letters, “Mr. Doe, President.” Between these three simple
classifications may be various grades of vice-presidents, secre
taries, treasurers, upper-clerks, under-clerks and so on. Where
in the congeries does labor become capital in the present political
sense? Which is the sinner here and which the saint? Of course,
there is no exact point of separation. Accountants know this, but
the ordinary man in the street knows nothing about it, and he
listens to the clap-trap with which the broadcast bands are
burdened or he reads the propaganda with which the mails are
flooded and, being a gullible person, he believes that this manu
factured division of the people is a verity. It seems, therefore,
that it is the duty of every one who knows the facts to expound
them to the uninstructed, the guileless in the way. It is high time
that people knew that there is no more definite a line between
capital and labor than between rich and poor. Where do riches
and poverty begin? Of course, the question is silly, but not a wit
more silly than the current attempt to build a wall between the
realms of capital and labor. The people do not understand.
The distinction between employer and employed is not a measure
always. Even there the line may be rather vague.
In many a gathering of citizens lacking
The Secret Society of
in
practical experience or of a meager
Capital
intelligence one may find whole-souled
and honest belief in the existence of some esoteric order of society
into which none but the initiate may enter. In that inner circle
deeds of tragic wickedness are the unvarying order of the day.
Nothing right or righteous can take place there. It is the source
and center of all infamy. All this is nonsense; but the prevalence
of the belief in it is not a laughing matter. The seeds of falsehood
and sedition are being sown for immediate purposes, but the har
vest will grow without tending. That sort of crop needs no culti329
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vation. Further, the seeds grow in greatest luxuriance in the
crowded shadows of the city. It should not be necessary—but,
alas, it is—to remind Americans that theirs is a land where the
people are supposed to rule and the tyrant’s heel treadeth never on
the neck even of the humblest. Our national anthems and some
of our marching songs reveal a somewhat too exuberant protesta
tion of our individual liberty and our right to do as we will. But
the devil of it is that if an ogre is conjured up before the eyes of
the credulous they tremble lest liberty has gone away and left them
unprotected. Then they hate the spectre, although it may be en
tirely unsubstantial and fantastic. During recent years, we have
watched a genie emerge from a weird sort of bottle and we have
called this wonderful thing “capital.” Many of us believe that
there is such a thing in very life and that it roams about the earth
seeking whom it may destroy. Countless books have been writ
ten, callow professors with collegiate degrees and no practical ex
perience whatever declaim and roar about this chimera of capital,
and it has become a part of our philosophy of living. Yet, as a
matter of fact, everybody who owns the shirt he wears is a capital
ist. He owns something. And, as most of us have a shirt to our
backs, we are capitalists and therefore fellows in crime. Some
of us may have more shirts than have others and there are degrees
of haberdashery, but a shirt is a shirt and no one can deny it.
All this legerdemain, this dragging of
capitalists and other white rabbits out
of hats is silly, but it is dangerous,
nevertheless, because it imperils the lasting peace of the family,
which, God knows, is much to be desired. He who arouses anger
and unrest where these have never been before is a traitor and a
menace, whether his foothold be soap box or legislative green carpet.
Indeed the orator of the public parks is an honester man than
the other, because generally he is an alien who has taken no oath
to support and defend the constitution of the United States
against all enemies, foreign and domestic. If only the people
who deserve the name of American would band themselves to
gether to search for the truth and to utter the truth without
thought of party politics or the approach of election day, without
being swayed by contemplation of all the many unhealthy ex
crescences on a republican form of government, it would not take
long to lay the ghosts of class hatred and of the warfare, which so
330
A Vile Imposition on
the Credulous

Editorial

far is purely vocal but may become actual. Every good American,
Democrat or Republican, should be able to discern between the
truth and the lie.
Labor, which is another fictitious giant,
Deception for Political
we
suppose may be roughly described
Effect
as the men and women who work for
wages of some sort without a right to participate in profits arising
from their work. That, of course, is not an accurate definition, be
cause it would exclude labor which participates in a profit-sharing
plan; but the definition will serve and its inadequacy merely
emphasizes the impossibility of drawing a line at which labor
becomes capital and capital labor. There is such a welter of
malevolent propaganda attempting to set up a caste system that the
public should take warning. Who better than the accountant and
the engineer can set at nought the schemes of self-seeking politi
cians? Business has not been greatly deceived, but the em
ployees of business have been led astray and the process of con
fusing the public mind by specious falsehood is spreading. Today
there are probably a hundred men and young women who have
learned to hate where yesterday there were not ten. What is
much needed is an awakening of the public from a nightmare of
fear and distrust. We are all Americans—some richer than
others; some, alas, very poor—but few very poor or down
trodden because of the evil machinations of any person or group
of persons in that romantic realm of capital. The demagogues
who are stirring class hatred, if they have any knowledge at all,
must know that they lie and that they are destroying the stability
and faith of the country, but ever since the days when men first
began to let their voices be heard by their gaping fellows, dema
gogues have been the same—until some one or perhaps a court
of nine challenged the lie and the multitude caught a glimpse
of truth.
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